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BIDDING DIRECT AS А CONTRACT OPTION 


Change is an inevitable challenge we all face. Change can be par- 
ticularly disruptive to established businesses and industries. 
Construction is one of the oldest commerces on earth and one that has 
not always enthusiastically accepted new trends. This inflexible atti- 
tude is rapidly changing. The’90s have inaugurated an era of new 
contracts, procedures, and concepts. The growth of construction man- 
agement, use of prime contractors, the introduction of TQM, and 
many other new innovations are entering the industry. Bidding direct 
is one of the innovative changes now facing the marketplace. 


What does bidding direct mean to you as a SMACNA contractor? 
Bidding direct simply means that as a sheet metal contractor you will 
be taking a more active role in your own destiny. As a direct bidder, 
you will work directly for the general contractor, construction manag- 
er or owner rather than acting as a subcontractor to the mechanical 
contractor. 


Why is the sheet metal contractor’s contractual status changing? 
Тһе SMACNA member’s role is changing as construction technology 
and conditions modernize. The following are some of the industry 
factors contributing to this transformation: 


1. Current construction design lends itself more to air handling 
and distribution and less to traditional hydronic methods. In 
fact, some surveys indicate that a typical modern mechanical 
job might involve 65 percent ventilation and 35 percent pip- 
ing. 


2. Bidding direct is already an established practice in many 
areas. The natural evolution of the market place is already 
taking place. Should this trend come to your area, the prudent 
business plan calls for preparation. 


3. Energy management, retrofit, demand side management, 
indoor air quality - - all of these front page issues are focused 
on air handling and distribution. SMACNA members looking 
at the future market opportunities will find many open only to 
the prime contractor. 


4. By bidding direct, the SMACNA contractor is closer to the 
source of payment and has an obvious opportunity to improve 
cash flows. 


5. Bidding direct allows the sheet metal contractor to have more 
control and input into marketing opportunities. It also offers a 
chance for the SMACNA contractor to capitalize on changing 
markets and trends such as improved air quality. 


6. Direct bids present a chance for the SMACNA contractor to 
have more control over operations. 


7. Through improved positioning, direct bids avoid additional 
mark-up of the SMACNA contractor’s proposal. This offers 
obvious profit and competitive opportunities. 


As you can see from these details, bidding direct offers some 
unique and different opportunities for SMACNA members. This 
booklet has been prepared to assist you in identifying necessary 
changes, potential hazards and options that exist. Direct bids may or 
may not be the path your company chooses. Or possibly you may 
choose to bid some jobs direct and others as a second or third tier sub. 
The goal of this booklet is to simply provide information which you 
may use as a point of reference when making such decisions. 


UNDERSTANDING AREAS OF CHANGE 


In general, bidding direct requires a different management 
approach and mind-set. While the technical job specifications might 
be very similar, the implementation of day to day decisions and 
responsibilities increases dramatically. 


The transition to bidding direct from being a sub to a prime bidder 
might be compared to the transition to becoming head of a household 
from being merely an active member at that household. Not only do 
you now have all of your old responsibilities but you now must be 
concerned about everyone else. In order to keep track of these new 
responsibilities, new systems and job descriptions must be put into 
place. 


As head of this household, you do have some distinct advantages. 
It is now your household and you have an opportunity to make the 
rules and put things in order. No longer do you have to rely solely on 
a third party to control your destiny. Unfortunately, just like in a fam- 
ily, we may not fully appreciate parental guidance until we have such 
responsibilities of our own. Make sure you anticipate the areas of 
change and your own strengths and weaknesses. Planning is the key 
to your success. Here are some areas to which you should pay partic- 
ular attention: 


1. Greater Liability: Since you now have a broader scope of work, 
your liability has also increased. You are now responsible for the 
total job. This broader accountability affects a number of areas of 
your business. You are now financially responsible for paying 
your subs and suppliers, even if you do not get paid. You are 
administratively responsible for bid forms, schedules, sub-con- 
tractor submittals, and other details. You must now buy and war- 
ranty equipment. You now must include miscellaneous items such 
as testing, painting and tagging. Since both your contract revenue 
and exposure have grown, the possibility of greater profit or loss 
has also multiplied. 


2. Bid Package: The direct bidder must make sure all forms and 
details are included in the bid package. Requirements will differ 
from job to job. Certain bids may require submittal of a minority 
participation breakdown, an alternates list, acknowledgement of 
addenda, and government forms such as HUD, federal and state 
documents. Individual owners may have other requirements such 
as drug and safety reports, minority subcontractor lists, etc. 
Original and signed bid bonds and insurance certificates may be 
required. Omission of a detail could disqualify your bid. 


3. Contractual: Obvious contractual changes are required when 
bidding direct. While standard documents such as the AIA and 
AGC contracts exist, bidders must be particularly careful when 
signing hybrid versions of these forms. Direct bidders must have 
an acute knowledge of contracts and be careful not to sign their 
rights away. For specific information in this area, we recommend 
that you review SMACNA’s Contractor’s Guide for Modification 
to Construction Contracts. 


4. Insurance and Bonding: As a direct bidder, certificates of insur- 
ance must be supplied with bid documents. Additional coverage 
may be required, especially in the areas of subcontractor and 
equipment liabilities. As a direct bidder, you should review pro- 
cedures with your insurance professional. 


Bonding will now typically be required. If a contractor is finan- 
cially sound, obtaining bonds is a matter of having the appropriate 
accounting records and purchasing from a professional source. 
Prior to soliciting bonds, a good accountant should prepare a 
financial statement on your business in accordance with generally 
accepted accounting principles. When dealing with bonds, it is 
important to remember what a bond is. Unlike insurance, a bond 
is a guarantee that work will be completed, bills paid, etc. The 
more comfortable the bonding company is with your financial sta- 
tus, the more likely it is that you will receive a bond. An original 
of the bond must be provided and all documentation must be in 
accordance to contract specifications. 


5. Marketing and Customer Relations: It is important to note that 
the direct bidder’s marketing position has dramatically changed. 
The direct bidder will have a more active customer role and must 
upgrade the firm’s customer service skills. Since the mechanical 
contractor will no longer be the total source of work, new cus- 
tomer contacts must be found and maintained. We have dedicated 
a later section to this subject. 


6. Personnel: Since you will be adding new job responsibilities, 
obviously employees will have to be prepared to meet the require- 
ments. This will require training of existing personnel and the 
possible hiring of new staff. A section of this booklet “Staffing 
Requirements” will address this important issue. 


7. Project Management: The greatest single area affected by bid- 
ding direct is project management. In general, project manage- 
ment must be escalated to a higher level of sophistication. Here 
are some of the areas that will be affected: 


Scheduling: The direct bid contractor will likely be 
required to provide schedules directly to the general con- 
tractor, architect and owner. A greater awareness of bar 
charts, CPM schedules, and other trade schedules will be 
required. Some projects will require frequent upgrading of 
schedules and payment may even be tied to the scheduling 
process. In general, the direct bidder must take a lead role 
in scheduling and make sure things happen on time. 


Shop Drawings: In addition to the creation of actual shop 
drawings, the direct bidder must take a more active role in 
administration of the process involving sub-contractor 
drawings including receiving, reviewing, coordinating, 
gaining approval and follow-up. 


Meetings: The direct bidder must attend all job meetings 
and take an active role in the process. This will include 
preconstruction meetings, weekly or monthly project meet- 
ings, miscellaneous job-site meetings, and job walk- 
throughs. It is important that the direct bidder take an 
active role in job-site meetings so that your position can be 
protected. Foreman and other personnel should be quali- 
fied to professionally represent your position. 


Change Orders: The direct bidder is now responsible for 
the entire change order process for both themselves and 
their subcontractors. This includes the documentation, 
tracking, pricing and collection of the change order. 


Contract and Billing Administration: The direct bidder 
is responsible for providing documentation of progress 
billings and meeting the project requirements. This could 
mean the processing of special forms, providing lien 
waivers, or the coordination of billings with the project 
schedule. This may mean creating a pencil copy of the 
bill, obtaining inspector or owner approval, coordinating 
payables and submitting an official invoice. It is your 
responsibility to control and manage paper flow for your- 
self, your sub-contractor and your suppliers. 


f. Management and Coordination of Subcontractors: 
The direct bidder is responsible for coordinating its own 
subs as well as coordinating with activities of other subs 
on the job. This includes the processing and administra- 
tion of all in-house subcontractor change orders, payments, 
shop drawings, etc. In regard to scheduling, the direct bid- 
der must take a lead position and make sure other trade 
performers are on time and are not affecting productivity. 


In summary, most of the changes required for bidding direct 
involve an improved and refined management effort. The better the 
management team, the easier the transition will be. 


TRANSITION OPTIONS 
WHAT’S RIGHT FOR YOU? 


Changing business formats, company systems, established proce- 
dures and employee responsibilities can be a challenge. Unlike pur- 
chasing a piece of equipment or ordering material, organizational 
transitions can be sluggish and painful. Such reorganizations require 
a true commitment to the process and not just a passing interest. 


Planning is the key to the success of any new business undertak- 
ing. Planning allows you to analyze opportunities and pick the most 
appropriate option. Developing a strategy allows you to inexpensive- 
ly review the “what ifs” rather than later encounter the very expensive 
and painful process of “oh no!” 


The following options and ideas can help your company choose 
the most appropriate transition alternatives: 


1. Market Study: The first step when considering the direct bid 
process is to study the current market. What are current 
trends? Are you competitive and profitable under the current 
system? 


Start by researching the contracts you were awarded in the last 
two years. What type of work were you most proficient in 
procuring? Has or will direct bidding influence your ability to 
attract this type of work? 


More importantly, review jobs where you were not awarded 
the contract. Was direct bid a factor in your losing the bid? If 
so, maybe direct bid is an obvious alternative for you. 


Examine your existing customer base and review how direct 
bid will affect your present customer relations. If your work 
tends to come through relationships with certain firms, chang- 
ing those relationships could detrimentally affect your busi- 
ness. If most of your work is low bid and price driven, chang- 
ing may have less effect on your current customer base. 


2. Test Jobs: Consider starting with a small job. This will allow 
you to experiment with the direct bid process. Another strate- 
gy might be to start with a job which is primarily HVAC and 
requires limited subcontracting. Keep it simple. Where possi- 
ble, learn this new process a step at the time. 


3. 


4. 


Partnering: Consider a partnering approach. Select а key 
mechanical contractor with which you have a close business 
relationship and joint bid a job. Joint venture bidding involves 
a very complicated legal process. In reality, the contract will 
probably have to be officially with one company. The concept 
is one of sharing risk. The true issue is trust. If you and this 
mechanical contractor can gain a marketing advantage by 
working more closely together, then maybe you should con- 
sider this concept. 


Types of contracts: Numerous construction formats and 
agreements exist. One contractual chain used in some geo- 
graphical areas might look like this: 
OWNER 
| 
АЕСНІТЕСТ 
| 
GENERAL CONTRACTOR 
| 
МЕСНАМІСДІ. & oe DIRECT BID SUBS 


MECHANICAL SUBS 


(SHEET METAL/ INSULATION/ CONTROLS/ BALANCE) 


This tier format places the sheet metal subcontractor as a sec- 
ondary subcontractor working directly for the mechanical. 
Bidding direct elevates the sheet metal contractor out of the 
secondary sub classification. On many jobs and in many parts 
of the U.S. and Canada, the chain places the sheet metal con- 
tractor in a prime contractor status. The prime format looks 
more like this: 


OWNER 
| 
PRIME CONTRACTORS 
(GENERAL/ ELECTRICAL/ SHEET METAL/ PIPING) 


The prime format poses a more challenging management 
process. Major prime contractors are on an equal footing and 
job management can be difficult. No longer can the sheet 
metal contractor look to the general contractor to manage the 
job. 


Since the prime contractor format can be more challenging, 
direct bid contractors should be especially careful when 
approaching this type of job structure. 


5. People Development: Іп another section, we will discuss 
individual job responsibilities and changes required by bidding 
direct. Key management personne! will play a fundamental 
role in making a successful transition. It is important to 
review each employee’s individual skills and training capabili- 
ties. Thought should be given to what additional staff will be 
required and if these individuals should be hired outside or 
promoted from within your organization. Change can be a dif- 
ficult and expensive process. One way to manage change is to 
evaluate the situation and develop a well thought out but flexi- 
ble plan of action. Such planning also allows you to review 
the bid direct concept prior to making an all out commitment. 


STAFFING REQUIREMENTS 


People management is one of the greatest challenges an entrepre- 
neur faces when running a business. Successful management of peo- 
ple is almost always a critical component in bringing change to an 
organization. Drawing a new organizational chart does not mean that 
you will have the people required to fill new positions. Writing a new 
job description does not mean that employees will do what is required 
or have the skills necessary for the new job. Personnel development 
takes time. 


Bidding direct will have a major effect on your organization. 
Here are some of the areas that will be affected: 


1. 
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Training Within Versus Outside Hiring: Whether to train 
existing staff or hire people is always a challenging question. 
Training existing staff can be good for morale. At least you 
are dealing with a personality you already know. However, 
trial and error training can be a very expensive experience. 


In-house Promotion: Prior to promoting in-house personnel, 
make sure they want the new position and are willing to learn 
new skills. Next, evaluate their current abilities and see what 
training is likely to be successful. For example, if a current 
employee is weak on paperwork, it may not be prudent to pro- 
mote this person to project manager, even if seniority places 
them next in line for the position. 


When hiring outside, don’t look for the perfect solution. A 
new employee should not be viewed as a cog that when placed 
into your organizational system will make the engine run per- 
fectly. This new employee should offer expertise you current- 
ly do not have. It might be an administrative employee who 
worked for a contractor that performed a lot of government 
work and you are looking for an employee to help you process 
government related paperwork. Or you may hire a project 
manager with extensive experience. Remember, this new 
employee brings experience, not instant solutions. 


Estimators: Establishing new customer relationships will 
require a concerted sales effort. Estimators must be willing to 
get out from behind a take off table and cultivate new relation- 
ships. Most of us are comfortable with the people we know 
and trust. Establishing these relationships will be the differ- 
ence between success and failure. 


In addition, the estimator must be aware of the increased bid- 
ding responsibility brought on by bidding direct. The direct 
bidder is more responsible for general and supplemental con- 
ditions. For example, the estimator must review all of 
Division 15. Leaving out miscellaneous items or a detail 
could be a very expensive mistake. 


Bid Administration: Secretarial and administrative work for 
preparing direct bids can be very extensive. All bonds, gov- 
ernment forms, payroll requirements and other details must be 
submitted. In general, this preparation will require a skilled, 
detail oriented administrative assistant and not just someone 
typing bids. Bid administration will raise the level of exper- 
tise required by your people. 


Accounting: Statements and other financial information must 
fit acceptable accounting standards and be assembled in a 
timely fashion. Your accountant must have the ability to pre- 
sent such information in proper formats for bonding compa- 
nies and other parties requiring financial documentation. 


Billing for the direct bid contractor can be a much more com- 
plicated process. Administrative personnel must process bills 
on the appropriate billing forms and coordinate billing with 
subs and the schedule. In general, the bills will have to be 
submitted based upon a more thorough understanding of job- 
site conditions. 


Purchasing: Equipment and sub contracts must be acquired 
that may not have been required of a traditional sheet metal 
contractor. Failure to take care of these details could have a 
negative impact on job profits. Such purchasing can be done 
by a purchasing agent, the project manager, or whoever nor- 
mally handles such duties. It is important the purchaser be 
able to negotiate with subs and vendors. 


Job-Site Supervision: Since bidding direct requires more 
job-site responsibilities, frontline supervision must be upgrad- 
ed. Supervisors must have the ability and willingness to 
attend job-site meetings, document change orders, coordinate 
schedules, manage subs and lead the job. Being a good tech- 
nician that understands duct installation is not enough. Job 
supervisors must be able to manage and run the job. 


Project Management: Bidding direct requires strong project 
management. The upgrading of project management skills is 
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an essential area of concern. Being a good engineer or techni- 
cian is not enough. The project manager is the secretary and 
administrator of the job. Today’s construction projects are 
complex and require careful attention to detail. General con- 
tractors and construction managers are experts at self-serving 
documentation of alleged subcontractor performance issues 
and shifting liability to subcontractors. A direct bid contractor 
must control and coordinate a barrage of details for them- 
selves, subs, vendors, customers, and government agencies. 


The following checklist provides just some of the responsibilities 
required for today’s project manager. 
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PROJECT MANAGEMENT CHECKLIST 


I. Receipt of Contract 


П. 


Ш. 


IV. 


Review contract and make modifications 

Verify all specifications, drawings, and addendum 
changes are included. 

Set up job with accounting department 

Review job and create scope of work 

Attach addendum changes 

Meet with estimators and review job 


Prepare purchases of material, equipment, and subs as 
quoted 

Set pre-planning meeting and review within company 
Discuss at meeting 


ШЕ 


Scope of work 

Plans, specs, and addenda 

Job supervision 

Special requirements 

Sub requirements 

Project schedule 

Internal schedule 

Labor requirements 

Drafting requirements 

Value engineering requirements 


ELLE 


Drafting 


Drawing details 
Hours required 
Coordinate drafting 
Review and plan job 


Shop Fabrication 


Review with shop supervisor 
Review material, storage, and other details 
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У. Field Preparation 


Review job supervisors 

Discuss job strategy 

Set-up manpower, material, drawing, and other 
schedules 

Discuss value engineering opportunities 
Sequence and budget job 


VI. Job Start-up 


Prepare tools, storage, and other site details 
Plan manpower requirements 
Plan material and equipment needs 


VII. Project Management and Control 


ШЕШІП 


Visit project regularly and report status 
Look for pitfalls 

Look for change orders 

Review job with job-site supervisors 
Manage punch list and back orders 

Review budget with supervisors 

Review safety, paperwork, and other details 
Coordinate and manage subcontractors 
Review job site meeting attendance 
Complete cost and other related reports 
Report and monitor job problems 

Review schedule and work areas for readiness 
Coordinate and order special equipment 


ҮШ. Project Completion 


Coordinate punch list response 
Prepare and begin equipment start-up 
Review and turn over project to owner 
Initiate test and balancing 

Activate warranties 


IX. Preparation for Future Jobs 
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Provide feedback to estimating 
Identify pitfalls and train for future avoidance 
Verify actual costs versus estimates 


CONTRACT CONSIDERATIONS 


In some parts of the U.S. and Canadian markets, the SMACNA 
member is a second or third tier subcontractor. The form of proposed 
contract comes from the tier directly above. The scope of the work 
and the contract terms are in most cases set. The subcontractor’s abil- 
ity to change the terms of the proposed subcontract is limited. 


As a direct bidder, your ability to influence the contract and your 
responsibility for addressing contract issues increase greatly. You will 
be involved with a contract that is more detailed and complex than a 
typical subcontract. Your position is much more like that of a general 
contractor and it is likely that the documentation will look more like a 
general contractor’s agreement. 


Some of the areas to which the direct bidder must pay extra atten- 
tion in working out a contract are: 


1. Scope of Work Having an accurate scope of work is always 
essential. However, the direct bidder has to be particularly 
careful. The scope will likely be broader that in a typical sheet 
metal subcontract and will include significant work by other 
trades. It will be your responsibility to accurately define the 
scope of work for your firm and any sub-trades. You will also 
have significantly greater supervisory duties. 


2. Scheduling In some geographical markets, the SMACNA 
member complies with a schedule prepared by parties on high- 
er tiers of the job, with little or no participation by the sheet 
metal contractor. As a direct bidder, you get the chance to 
help develop the schedule for the project. This also imposes 
more responsibility on you in planning for coordination of 
your work and that of your sub-trades with the work of the 
other prime contractors. 


3. Payment and Retainage Unlike a many jobs, in which you 
are stuck with the payment and retainage terms negotiated by 
the higher tier contractor, as a direct bidder, you can try to 
negotiate for better terms. These terms can include more fre- 
quent payments, as well as a reduction in retainage after a cer- 
tain portion of the job is completed. The direct bidder also has 
a higher probability of receiving payment in a timely manner, 
since there are less parties above you to hold up the funds. 
You will be responsible for making certain that all of the paper 
work for your firm and your sub-trades are in order before 
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your submittal for payment, which will place more administra- 
tive responsibility on your firm. 


Liability and Damages There is no question that the direct 
bidder takes on additional legal responsibility. 
Nonperformance by any party working under you can convert 
to liability for you. Claims prevention requires more careful 
supervision. In addition, the direct bidder must be careful to 
limit its liability in its contracts with tiers below it, as well as 
the tier or tiers above. Ideally, the direct bidder should have a 
form of subcontract with which it is familiar and comfortable 
that can be routinely used with its sub-trades. It is also essen- 
tial that you have all of your contracts reviewed by your insur- 
ance representative to make certain that the required coverages 
are in place and that your insurance works as it should in con- 
junction with the insurance of your sub-trades and the insur- 
ance of the owner and other parties on higher tiers. 


Once the SMACNA member has developed some experience with 


direct bidding, the contract forms, issues, and solutions will become 
less of a problem. However, to avoid painful lessons in those early 
stages, the direct bidder should pay careful attention to the contracts 
and subcontracts it signs, should take extra care in following the tech- 
nical requirements (i.e. notice requirements for delays, unforeseen 
conditions, change orders, etc.) and should consult with its legal coun- 
sel during the contracting process. For a more detailed treatment of 
contracting issues from the subcontractors perspective, you can refer 
to the Contractor’s Guide for Modifications to Construction Contracts 
published by SMACNA. 
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МАККЕТІМС 


Bidding direct сап have a positive effect on the marketability of a 
sheet metal business. While bidding direct offers great marketing 
opportunities, success will require development of a marketing plan, 
marketing materials and solicitation and formation of a new customer 
base. 


What is marketing? Marketing is the entire enterprise of provid- 
ing goods and services to customers. It involves production, packag- 
ing, presentation, prospecting, selling, complaint handling, etc. . It is 
not merely the transaction of a purchase between two parties. Sales is 
the commitment between two parties in a transaction. 


Bidding direct places the SMACNA member in a improved mar- 
keting position. It positions the sheet metal contractor one step closer 
to the source of business, the owner. This allows the SMACNA con- 
tractor to have better command of the products sold and establish a 
foundation for selling quality. To help become a successful marketer, 
the potential direct bidder may want to address these areas: 


1. Market Conditions: The old adage, “If it ain’t broke, don’t 
fix it” might be a great philosophy to at least contemplate 
when considering bidding direct. Construction can be a very 
competitive and ruthless business. Some markets are much 
friendlier than others. If yours is a congenial market and 
everyone is happy with the status quo, then you might want to 
be more cautious when approaching the direct bid option. 


However, should the market become cutthroat and hostile, 
direct bid may develop into a survival alternative. The more 
price driven and the less relationship driven the market, the 
more logical the transition might be. 


In some cases, jobs may be offered on a direct bid basis with 
or without your assistance. Several of your major competitors 
may go the direct bid route and the only way that you can 
compete is to follow their lead. Maybe the general contractors 
in your area have made the decision to procure work through 
direct bids. Knowing your market conditions and being pre- 
pared to react to changes simply makes good business sense. 


When developing a market plan, it is important to distinguish 


the difference between negotiated opportunities versus low bid 
work. Obviously, the negotiated work allows for an opportu- 
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nity to sell your services and the jobs are more client driven. 
Changing your status could have a direct effect on your rela- 
tionship and ability to negotiate the job. Direct bid work is 
more dollar driven than relationship oriented. If bidding direct 
allows you to have a lower cost, you may be at an advantage 
when doing so. 


Development of a Marketing Plan: Under transition options 
the need to develop a market study was discussed. A market- 
ing plan is simply a more detailed written approach to the 
same problem. Your first step is to study existing customers. 
Through this research, you should be able to establish poten- 
tial scenarios and determine what impact direct bidding might 
have on existing business relationships. Please refer to exhibit 
A, Current Customer Evaluation on pages 20 and 21. This 
worksheet and instructions will help you think through the 
planning process. 


Once you have established a plan which includes current cus- 
tomers, you need to draft a prospect list. This will obviously 
be a new list of contacts. You may already have contacts from 
previous jobs as a subcontractor to a mechanical contractor. 
Inevitably, prospects will have varying knowledge and infor- 
mation regarding your services and abilities. It is important to 
remember that you must reestablish old relationships. Just 
because a contact knows who you are doesn’t mean they know 
what you do. 


Think of long term customers. Your work for them is proba- 
bly relationship driven, and the customer is not merely looking 
for low bid to procure the work. It will take time to create 
new relationships of that type. 


Start the prospecting process by making a list of possible 
direct bid customers in your area. Where your previous list 
included mechanical contractors, this new list will be made up 
primarily of general contractors, construction managers and 
owners. (Please refer to exhibit B, Potential Direct Bid 
Customers on page 23). 


Once you have written down past and possible future cus- 
tomers, you can begin to create an action strategy. You may 
want to refer to Dodge Reports, plan rooms, builder exchanges 
and other sources to find potential customers. You may also 
need to subscribe to bid services to gather information on 
upcoming work in your area. 


3. Marketing Materials: Successful contractors should have а 
professional marketing packet. Even if you are not using the 
direct bid alternative, a marketing packet will prove to be a 
valuable sales tool. When soliciting new customers, this pack- 
et will be of invaluable support. 


Your packet should include a proposal cover, references, a list 
of your capabilities and past projects, facts about your organi- 
zation such as financial, insurance and bonding information 
and a company history. A company brochure should be an 
eventual goal but a proposal packet with professional typeset 
information sheets can be effective as an opening marketing 
piece. 


4. Sales Capabilities: In the personnel section, we discussed the 
need for a professional estimator who has strong sales skills. 
Do not underestimate the value of this person and his or her 
ability to sell. An introverted or non-sales oriented estimator 
may keep you from being successful in the negotiated or select 
bid market. The most profitable business deals are fostered 
through relationships. Having someone who can quickly and 
effectively establish such relationships is a must. 


5. Expanded Market Opportunities: Customers buy the bene- 
fit of a product, not the actual product. In reality, building 
owners are not that concerned with sheet metal and duct work. 
They want the benefit of what that duct work and equipment 
provides, high quality, cost effective air. Bidding direct allows 
you to more aggressively sell your own services and add-ons 
to your clients. The direct bid contractor can capitalize on 
indoor air legislation, energy savings, avoiding duct leakage 
and other valuable benefits of quality sheet metal work. 
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EXHIBIT А: CURRENT CUSTOMER EVALUATION 


Taking into consideration the above concerns will allow you to 
make projections and analysis the effect of direct bid on your existing 
company. 


1. 


Current Customers: Under this column, simply list current 
customers. Ideally the list should start with major customers. 


. Annual Business Volume: Under this column, list the 


approximate annual sales each customer contributes to your 
sales volume. 


Gross Margins Generated: Under this column, estimate the 
annual gross profit each customer’s jobs contribute to your 
company. You should be able to derive this information from 
your job costing data. Since it is gross profits which cover 
overhead and ultimately equates to net profits, this is a more 
important consideration that just sales volume. 


Current Relationships: This rating is trickier to establish 
because it is more subjective. Try a simple excellent, good, 
fair, bad system. Excellent might be someone for when you 
do all of their work and bad might be someone who probably 
won’t buy from you in the future. 


Effects of Direct Bid: This column gets even more subjective 
because you are trying to predict the future. Make some notes 
as to what you believe this customer’s reaction to direct bid- 
ding might be. Next, try to analyze what effect direct bidding 
will have on your present relationship. Is the customer even 
tempered, laid back, easy to get along with, or hard-nosed? Or 
maybe the customer is egotistical, thereby possibly seeing 
direct bids as a threat. 


Strategy: The purpose of this column is to provide contem- 
plation as to what strategy should be taken with this customer. 
How can you position your firm to lessen the impact of your 
changing business affiliation? 


Exhibit А 


CURRENT CUSTOMER EVALUATION 


Annual Gross 
Current Business Margins Current Etfects of 
Customers Volume Generated Relationship Direct Bid 
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EXHIBIT В: POTENTIAL DIRECT BID CUSTOMERS 


1. 


Potential Customers: This column should list potential con- 
tacts in your area. It might include an extensive list of general 
contractors, owners and construction managers. 


Market Share: The purpose of this column is to categorize 
the prospect list for volume potential. A simple A, B, C, rat- 
ing system works well. An “A” customer is someone that is a 
major influence in the market, gaining or losing one of these 
accounts will have a dramatic influence on your business. A 
“B” customer is an organization whose business is important 
but gaining or losing one firm will not have a major impact on 
your business. A “C” customer is an organization which is an 
occasional buyer and will not require an ongoing sales effort. 


Credit: Simply rate potential customers as Excellent, Good, 
Fair, and Bad. Without a credit analysis, you may find your- 
self procuring work from debtors who are merely looking for 
another credit source. 


Competitor Influence: Who has the business? Simply eval- 
uate competitors as Strong, Fair, or Weak. 


Contact Persons: This is simply the name of the person or 
persons you should contact within the organization. 


Strategy: This involves your thinking about and implement- 
ing a plan of action. What is the best way for you to obtain 
this business? Should you start with a small job? Who can 
assist you inside the company, etc? 


These considerations can be used to identify the market. Prioritize 
and attack the list. 


Exhibit В 


POTENTIAL DIRECT BID CUSTOMERS 


1. 2. 3. 4. 5. 6. 
Potential Market Competitor Contact 
Customers Share Credit Influence Person Strategy 
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SUMMARY 


Direct bidding presents both challenges and opportunities. The 
direct bid option should be viewed as a natural evolution of the mar- 
ket place. In many regions, this evolution is already taking place. 


Through the years, many mechanical contractors have added sheet 
metal departments and sheet metal contractors have added piping 
divisions. The mechanical trades have grown closer and today’s 
advanced building technologies will continue this trend. 


Direct bid may or may not be for your firm. Regardless, being 
well informed and having a potential direct bid business plan makes 
sound business sense. An informed business decision is usually a 
competent business decision. 


For direct bid trends and additional information, contact your 
local and national SMACNA offices. 
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Sheet Metal and Air Conditioning Contractors’ 
National Association, Inc. 
4201 Lafayette Center Drive 
Chantilly, VA 22021 


